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TIMING 


HY residential construction in each city-size class has declined dur- 
W ing the first quarter of 1960 compared with the same period of 1959 is 

to a great extent a matter of timing. We are not referring to the fact 
that construction has declined at this time, but to the length of time it takes to 
plan, obtain financial commitments, build, and market a complete house or 
apartment. This whole production process may take as much as 8 months. 
Planning and financial arrangements may take 2 to 3 months; building the house 
may take 4 months; selling the finished product may take up to 2 months or 


more. Eight months is a long time into the future for any certain forecasts of 
the market. 


In the long run, of course, population and income growth support a growing 
market for new residential construction. But this does not account for the 
short-run vicissitudes of the market. Noting that planning and financial ar- 
rangements take 2 to 3 months before the residence is started, the financial 
climate in the planning stage becomes tremendously important for future resi- 
dential construction and home sales. During a period of easy money, a period 
when the demand for the existing amounts of investment funds on the market is 

(cont. on page 378) 
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EXPLANATION OF CHARTS 


ESIDENTIAL building in all metropolitan areas of the United States as defined by the 
1950 Census is charted on the following pages. The 168 areas include all areas in 
which the central city had a 1950 population of more than 50, 000. 


In each city all suburbs, incorporated and unincorporated areas, have been contacted 
and every effort has been made to make this report as complete as possible. In most cities 
it has been possible to include practically all of the suburbs within the metropolitan area. 
For example, the New York City and Northeastern New Jersey area figures include the 
building in 326 suburban communities; the Chicago area includes building in 174 suburban 
communities; Philadelphia, 198; Detroit, 110; Los Angeles, 61; and Cleveland, 65. In 
all, more than 2, 300 communities are represented in these charts. 


On the charts the figures are expressed as the number of new family units started per 
10,000 families in each metropolitan area as indicated by building permits. Ih nonpermit- 
issuing areas, we requested the tax clerk to report to us the number of dwelling units added 
to the tax roll each month. In this computation, a single-family dwelling counts 1, a 2-fam- 
ily dwelling counts 2, and a 24-family apartment counts 24. All public housing and war 
housing projects have been included, along with buildings that were privately built and fi- 


nanced 


The blue italicized numerals on each chart give the number of new family accommoda- 
tions built in the last 3 months for which figures are available. These are actual figures 
and are not adjusted for the number of families. The red italicized numerals give the cor- 
responding figures for the corresponding period of a year ago. 


It should be noticed on the individual charts that separate averages (medians) have been 
used for four groupings of metropolitan areas. The average number of new family accom- 
modations built per month per 10,000 families is shown from 1929 to the present for metro- 
politan areas having from 50,000 to 250,000 people (the solid red line); for areas having 
from 250,000 to 500,000 people (the beaded red line); for areas having from 500,000 to 
1,000,000 people (the dash-dot line); and for those areas having a population of over 
1,000,000 (the dashed red line). Ninety-one areas fall into the first category; 44 into the 
second; 19 into the third; and 14 into the fourth. 


On each area chart is shown in red the national average for areas in its grouping in con- 
trast to the blue line, which shows the figures for the specific area. The averages used on 
the area charts are medians. A median average is found by arranging the data in order of 
size and selecting the amount at the midpoint. Because a median average thus eliminates 


the influence of the two extremes, it gives a very good picture of the typical area in each 
group 


On the chart on the front page we have also shown national averages for each of the 
groupings of metropolitan areas: (1) 50,000 to 250,000 population; (2) 250,000 to 500,000 
population; (3) 500,000 to 1,000,000 population; and (4) 1,000,000 population and over. 
These averages should more properly be called arithmetic means. An arithmetic mean is 
obtained by adding the amounts of all the items and then dividing by the number of items. i 
will be noticed that the arithmetic mean, being influenced by areas with a greatly accelerated 
rate of new building, is above the median average of each of the groupings. The arithmetic 


means are given for each grouping in order that a comparison of new building on a volume 
basis may be made. 


We repeat, the chart on the front page shows the arithmetic mean of the construction 
rate in the different-sized areas. The red line on each of the individual charts shows the 
median for the group in which each area belongs, making it possible to compare the rate in 
one area (blue line) with the average rate of all other areas of comparable size (red line). 
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(cont. from page 355) 
light, financial institutions are more receptible to lending for residential con- 
struction. During a period of tight money, however, when the demand for the 
existing amounts of investment funds on the market is heavy, financial institu- 
tions cannot possibly finance as many buildings. They have more choices, and 
so they tend to pass over the very long-term FHA and VA loans for shorter 
loans with more flexible interest rates. 


Influencing both the builder and the lender is the anticipated market for the 
finished house in about 6 months. Because of the long production period and 
the lack of data on consumer anticipations and current loan commitments with 
regard to residential construction, overexpansion of new construction does not 
become apparent until 2 or 3 months after the house has been built. Thus, we 
find more than enough new homes being built in such years as 1950, 1955, and 
1959. A reaction sets in and fewer houses are built in the years following the 
overexpansion until some year when builders and lenders again have ready 
money combined with a demand for more homes than are being built. The cy- 
cle then begins all over again. 


An interesting check on this explanation of the fluctuations of residential 
construction during the last 10 years is to compare residential nonfarm con- 
struction expenditures with plant and equipment expenditures. In the table be- 
low we can see how residential construction expenditures begin to expand in an 
easy market when there is little competition from plant and equipment expan- 


sion. As plant and equipment expenditures accelerate, however, residential 
construction reaches a peak and tapers off, while plant and equipment expan- 
sion reaches a peak in the year following the peak in residential construction. 


Expenditures (Billions of Dollars) 
Private Private 
Plant and Residential Plant and Residential 

Year Equipment _ Nonfarm Year Equipment Nonfarm 
1950 $21 $14 1956 $35 $18 
1951 26 12 1957 37 17 
1952 26 13 1958 30 18 
1953 28 14 1959 32 22 
1954 27 15 1960 37 21* 
1955 29 19 * Estimated. 


This gives us an explanation for the decline in residential construction 
which began during the summer of 1959, and a hint about when the next expan- 
sion in residential construction will take place. The increased demand for in- 
vestment funds, as shown by the increasing expenditures for plant and equip- 
ment during 1959, caused a fall in forward commitments for residential con- 
struction, which was realized in the start statistics during the last 6 months 
of last year and the first quarter of 1960 On the other hand, we cannot expect 
the next expansion of residential construction until the plant and equipment ex- 


pansion has subsided. Surveys have shown that they will remain high during 
the second half of 1960 
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